Week 2: context/industry analysis

Learning objectives:

- Understand the difference between a marketand an industry

- Analyse the environmental factors affecting a market

- Assessthe attractiveness of anindustry using Porter’s five competitive forces model
- Identify key success factors foranindustry

- Recognise the dynamicnature of marketsandindustries

Market vs industry

- Individuals and organisations who are interested and willing to buy a good or service to
obtain benefits that will satisfy a particular need or wantand who have the resourcesto
engage in such a transaction

o Buyers
- Industry
o A group of businesses that offera product or class of products that are similarand
are close substitutesforone another
=  Producers/sellers
- Macro environmental forces
o External and uncontrollablefactors thatinfluence an organisation’s decision making
and affectits performance and strategies
o Largersocietal forces as apposed to actors close to the company
- PESTLE Model
o Political
= The factors that determine the extent to which a government may influence
the economy or a certainindustry
e Governmental stability, political climate
e Trade regulations, tariffs
e Taxation/fiscalpolicy
o Economic
®» Thedeterminantsof aneconomy’s performancethatdirectlyimpactsa
company and have resonating long term effects
e |nterestrate, inflationrate
e Recession
o Trade deficits orsurpluses, exchangerate
e Growth inspending power, savings rates
e Unemploymentrate
o Social
= Thefactors that shape the social and cultural environment of the market
= Demographics, populationsize, growth rate, age distribution
= Trendsinvalues, attitudes, lifestyle
o Technological
= Innovationsintechnology that may affectthe operations of the industry and
the market
e Pace of technological development/change
e E-commerce
e Social media



o Legal
= Consumerlaw
= Antitrustlaw
= Advertisingregulations
= Labour laws, OHS
o Environmental
=  Weather, climate, climate change
=  Water shortages
= Wastedisposal
=  Pollution monitoring
=  Energyconsumption
Porter’s five forces model
o How to usethe model:
= |dentify different partiesinvolves, along with the specificfactors that bring
about competitive pressures
= Evaluate how strongthe pressures stemming from each of the five forces
are strong
= Determine whetherthe fiveforces, overall, are supportive of high industry
profitability
o Rivalryamongcompetingsellers
= Rivalryincreasesand becomesastrongerforce when
e Buyerdemandisgrowingslowly
e Buyercosts to switch brands are low
e The products of the industry members are commodities orelse
weakly differentiated
e Thefirmsin theindustry have excess production capacity and/or
inventory
o Thefirmsin the industry have high fixed costs or high storage costs
e Competitorsare numerous orare of roughly equal size and
competitivestrength
e Rivalshave diverse objectives, strategies and/or countries of origin
e Rivals have emotional stakesin the business orface high exist
barriers
o Rivalrydecrease and becomes aweakerforce underthe
opposite conditions
o Threat of new entrants
= Threat of entryisa strangerforce whenincumbents are unlikely to make
retaliatory moves against new entrants and entry barriers are low
= Entry barriersare high and threat of entryislow when:
e Incumbents have large cost advantages over potential entrants due
to:
o Higheconomiesof scale
o Significantexperience based cost advantages orlearning
curve effects
o Othercost advantages
e Customershave strongbrand preference and/orloyalty to
incumbentsellers



Patensand otherforms of intellectual property protectionarein
place

There are strong network effect

Capital requirements are high

There islimited new access to distribution channels and shelf space
Government policies are restrictive

There are restrictive trade policies

o Threat of substitute
= Competitive pressure from substitutes are stronger when

Good substitutes are readily available and attractively prices
Substitutes have comparableorbetter performance features
Buyers have lost costs in switching to otheralternatives
Signs that competition from substitutesis strong
o Salesof substitutes are growing fasterthan sales of the
industry beinganalysed
o Producersof substitutes are moving to add new capacity
o Profits of the producers of substitutes are ontherise

o Powerofsuppliers
=  Supplierbargaining powerisstrongerwhen:

Suppliers’ productand/orservices are in shortsupply

Suppliers’ products and/or services are differentiated

Industry membersincur high costsin switching their purchasesto
alternative suppliers

The supplierindustry is more concentrated thanthe industryitsells
to and isdominated by a few large companies

Industry embers do not have the potential tointegrate backwardin
orderto self-manufacture theirowninputs

Suppliers’ products do notaccount for more than a small fraction of
the total costs of the industry’s products

There are nogood substitutes for what the suppliers provide
Industry members do not account fora bigfraction of suppliers’
sales

o Powerofbuyers
= Competitive pressures from buyersincrease when they have strong
bargaining powerand are price sensitive
= Buyerbargaining powerisstrongerwhen:

Buyerdemandisweakinrelationtoindustry supply

The industry’s products are standardised or undifferentiated
Buyer costs of switching to competing products are low
Buyersare large and few in numberrelative tothe number of
industry sellers

Buyers pose a credible threat of integrating backward into the
business of sellers

Buyersare wellinformed about the quality, prices, and costs of
sellers

Buyers have the ability to postpone purchases

= Buyersare price sensitive and increase competitive pressures when



e Buyersearnlow profits or lowincome
e The product representsasignificant fraction of their purchases
- Collectivestrength of the five forces

o Thestrongestcompetitiveforces determine the extent of the competitive pressure

on industry profitability
= Look to the strongestforces

o Anindustryisattractive when the overall impact of the five forcesis moderate to

weak
=  Attractive foran average industry member
- Matching company strategy to competitive conditions

o Workingthroughthe five forces model promotes strategicthinking about how to
better match company strategy to the specificcompetitive character of the
marketplace

= Pursue avenuesthatshield the companyfrom as many of the competitive
pressures as possible
= |nitiate actions calculated to shift the competitive forces in the company’s
favour by altering the underlying factors driving the five forces
- Keysuccessfactors (KSFs)

o Keysuccessfactors are the strategy elements, product and service attributes,
operational approaches, resources, and competitive capabilities that are essential to
surviving and thrivingin the industry

= Allfirmsintheindustry must pay close attentiontothem
=  Varyfromindustrytoindustry
= Varyfrom time totime withinthe sameindustry
o How to identifyKSFs
= Giventhe nature of competitive rivalry in the industry, what resources and
capabilities must acompany have to be competitively successful?
e What shortcomings are most certain to put a company at a
significant competitive disadvantage?

o Onwhatbasis do buyers of the industry’s product choose
between the competing brands orsellers? What product
attributes and service characteristics are crucial?

- Dynamicmarketsand industries
o Commondriversofindustry change
= Changesinthelong-termindustry growthrate
® |ncreasingglobalisation
= Emerginginternet capabilities and applications
= Changesinwhobuysthe productand how they use it
= Technological change and manufacturing processinnovation
=  Productand marketinginnovation
= Entry or existof majorfirms
= Diffusion of technical know-how across companies and countries
= Changesincost and efficiency
=  Reductioninuncertainty and business risk
=  Regulatoryinfluences and government policy changes
= Changingsocietal concerns, attitudes and lifestyles
- Trendanalysis
o Uses marketinformation toidentify patterns



= Eliminating noise and identifying non-stationary trends that are helpfulfor
predicting future events
o Collectingdataoveragreaterlength of time can make the estimates more accurate
- Scenarioanalysis
o A complextool usedtomodel twoormore probable outcomes
= Bestcase/worstcase are estimated



